The financial decision of economic individuals are sensitive to present and future forecasting rate of inflation. This study aims to forecast the inflation of four countries (India, Pakistan, Sri-Lanka and Bangladesh) in SAARC region. Data sample ranges from 1981 to 2016 with the objective to forecast the inflation for the next five years from 2017 to 2021, ARIMA (p,d,q) model is applied for the purpose of forecasting. Results show that inflation of each country will have the increasing trend the next five years from 2017 to 2021 but will remain less than the average inflation rate in the previous years (1981 to 2016) in all forecast economies of SAARC region.
Introduction
According to statement of International Monetary Fund (IMF), Inflation has great importance in the economy because it affects the financial value of money and stability in the economy. Generally inflation is defined as a rise in the general price level of goods and services commonly used by the general public including food, beverages, transport services, health services and others (Begg, Fischer, & Dornbusch, 2005; d Begg) . While hyperinflation is defined by Cagan (1956) as it starts in a time when price level is increased by more than 50% and it ends when price level is less than 50%. Inflation has caught the attention of many researchers because inflation affects the economic condition of any country due to its volatility (Devereux, 1989) .
Monetary policy makers of any country also need to be concerned with future inflation (Bernanke & Mishkin, 1997) . Consumers and business entities' decisions also depend on the forecast inflation rate (Woodford & Walsh, 2005) . Long term plans become hard to achieve where there is higher uncertainty in future inflation. Saving and investing rate of investors also get affected with the inflation rate. When inflation rate differs from its forecast or projected value, then wealth may transfer between debtor and creditor (Malmendier & Nagel, 2016) . Stock and bond returns also get influenced what happened to inflation (Croushore, 1996) . As per the economic theory, inflation is directly related to money supply, tax revenues, government expenditures, exports, imports, Gross Domestic Product (GDP), exchange rate and others. High level of inflation leads to many disadvantages, like it worsens off the poor people (Easterly &
Introduction to SAARC countries
The composition of South Asian Association of Regional Corporation is unique. Countries as the member of SAARC region diverge in terms of population, area and in other aspects like ethical, social, economic, political, and social aspects. Such enormous divergence brings challenges as well as difficulties in establishment and working of SAARC region. Poverty and under-development are the common issues of SAARC countries.
In the all eight countries (India, Pakistan, Sri-Lanka, Bangladesh, Nepal, Bhutan, Maldives and Afghanistan), India is dominated in SAARC region in terms of size, population and GDP. Brief economic data of SAARC countries, sampled in the current study, is given in table 1. This study deals with the inflation-forecasting of four countries, India, Pakistan, Sri-Lanka and Bangladesh because these four countries represent 95% of total output in the SAARC region (Rafay & Farid, 2017) . 
Review of Relevant Literature
Different forecasting methods have been used in prior studies to forecast the inflation. It was argued by Fama and Gibbons (1982) that univariate models better forecast the inflation as compared to interest rate models. In Meyler, Kenny, and Quinn (1998) applied the ARIMA models with the purpose of inflation forecasting. Study concluded that inflation forecasting using ARIMA modelling is reliable method. These evidences were given in context of Ireland. Later in 2001, Sekine (2001) forecast the inflation of Japan and concluded that for determining the inflation equilibrium correction model, there could be addition of some variables like excess money, gapes in output and markup relationship.
Further, in context of Chile, two different models were applied by Simone (2000) for inflation forecasting. The models used for out of sample forecast were time varying. Results proved the Box-Jenkins model as the better forecasting model for inflation. In addition, prior studies also used the GARCH models for the same purpose. But ARIMA model was recommended as a better predictor of inflation by Salam, Salam, and Feridun (2007) . This recommendation was in context of Pakistan as Salam et al. (2007) applied the ARIMA model to forecast the inflation using Consumer Price Index (CPI) of Pakistan. The frequency of data was monthly. Further, Stockton and Glassman (1987) also found the ARIMA as the best predictor of inflation. Rahman and Younus (2007) to forecast inflation and some other macroeconomic variables in Bangladesh. Keeping in view the recent literature, ARIMA modelling was used for modelling and forecasting the volatility (Ding, Duan, Zhang, Wu, & Yu, 2017) , electricity load demand (Miswan, Said, & Anuar, 2016) , energy consumption (Barak & Sadegh, 2016; Yuan, Liu, & Fang, 2016) , epidemic disease patients (Pan, Zhang, Chen, Zhou, & Zhang, 2016) , patients daily visit to hospitals (Luo, Luo, Zhang, & He, 2017) and the risk volatility (Jaber, Ismail, Al Wadi, & Saleh, 2017) .
This study is similar to prior studies as it is using the ARIMA model, which is suggested as better forecasting method of inflation Stockton and Glassman (1987) Bokharı and Feridun (2006) Salam et al. (2007) but this study differs in a way that it provides the out of sample forecasting of inflation for the years 2017 to 2021 with the analysis based on very recent data 1981 to 2017 for four major countries of SAARC region. Different forecast evaluation criteria are also taken into the consideration in this study.
Methodology
The study applies Box-Jenkins (1976) Here is the current value of variable (Inflation of SAARC region in this study), −1 , −2 and − are lagged values of variable (inflation) up to order p and is white noise disturbance term.
For an estimated AR (p) model, stationary is desirable property. Because if it is not so, then previous values of error terms will have a non-declining effect on the current values of concerned variable. For checking the stationarity of time series of data, Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests are applied in this study.
Moving average (MA) model is the combination of white noise processes, where the variable depends on the current and lagged values of white noise disturbance terms. MA model with the q order can be expressed as,
Moving average process has constant mean and constant variance and auto-covariances which may be non-zero to lag and after lag q, will always be zero. So ARIMA (p,d,q) model can be expressed as;
ARIMA model has three steps to follow, identification, estimation and diagnostic checking. First step of identification involves the determination of order of AR and MA models. For the selection of p and q order, partial autocorrelation function (PACF) and autocorrelation function (ACF) are taken into consideration. The number of spikes of PACF determines the p, order of AR model and number of spikes of ACF determines the q, order of MA model. Applying the obtained p and q order, the best optimal model is finalized. This selection is based on different criteria like Akaike (1974) information criterion (AIC), Schwarz (1978) Bayesian information criterion (BIC). AIC and BIC are expressed as,
Here ̂ is the residual variance, k is the total number of estimated parameters (k= p+q+1) and T represents the sample size. AIC is the generally most efficient criterion to be used.
After selecting the best optimal model, next step involves the estimation of model parameters. This is being done using the least square technique. R-square of each model 
RMSE estimates the standard deviation of first forecast error from the forecast sample and provides a balanced evaluation of the error while MAE measures the average absolute forecast error. MAPE estimates the average percentage of first forecasting error from the forecast sample.
Data and Results
This study takes the inflation data of SAARC countries (India, Pakistan, Sri-Lanka and Bangladesh). Data source is given in table 2. 38 -58)  -------------------------------------------------------------------------------------------------------------------------------------------- 
4.1.
Forecasting with ARIMA models The given data ranges from 1981 to 2016. As the objective of this study is to forecast the inflation of each of the four countries in SAARC region for the next five years, from 2017 to 2021. The optimal ARIMA model of each country is applied to forecast the inflation. For this purpose, the forecast sample is mentioned as 2017 to 2021. For consideration of p and q order, PACF and ACF spikes are taking into account respectively. Correlogram of each country's data series are given in Appendix-A. For selection of best model, AIC criteria is considered. 25 models are run for each country's time series data. AIC and BIC values of all models are given in appendix-B. Results of each country's inflation forecasting is discussed one by one. 
Results of Pakistan-inflation forecasting

Results of Sri Lanka-inflation forecasting
The AIC and BIC values of 25 models are given in Appendix-B. The ARIMA (1,0,0) is considered as best ARIMA model with the AIC value of 2.083 and R-square value of the model is 0.0982 (9.82%). The AIC and BIC values of the all the 25 models are given in Appendix-B. While AIC information criteria of top 20 models and forecast comparison graph is given in Appendix-C and D respectively. Figure 3 shows the forecast graph for Sri-Lanka. Table 5 contains the forecasted values for 2017 to 2021 revealing the continuous increase in inflation in the next five years 2017-2021 but the maximum projected inflation value is less than the mean value of previous years .
Results of Bangladesh-inflation forecasting
The AIC and BIC values of 25 models are given in Table 4 . The ARIMA (3,0,0) is considered as best ARIMA model with the AIC value of 1.106 and R-square value of the model is 0.4434 (44.34%). The AIC and BIC values of the all the 25 models are given in Appendix-B. While AIC information criteria of top 20 models and forecast comparison graph is given in Appendix-C and D respectively. Figure 4 shows the forecast graph for Bangladesh. Table 5 38 -58)  -------------------------------------------------------------------------------------------------------------------------------------------- 
Forecast evaluation
The forecast evaluation criteria (given in Table 6 ) contains the values of Root Mean Squared Error (RMSE), Mean Absolute Error (MAE), Mean Abs. Percent Error (MAPE) and Theil Inequality Coefficient (U-coefficient). Table 5 shows the RMSE, MAE, MAPE and U-statistic of each of the four countries (India, Pakistan, Sri-Lanka and Bangladesh) taken in this study. As per the RMSE, MAPE and U-statistics criteria, India model provides the best forecast as compared to other countries while MAE criterion shows that India's inflation forecast using ARIMA (2, 0, 2) is the second best forecast model after the Bangladesh's inflation forecast. While RMSE, MAE, MAPE and U-coefficient are calculated using the equations 6-9.
(pp. 38 -58) -------------------------------------------------------------------------------------------------------------------------------------------- 
Conclusion
This study aims to forecast the inflation of four countries (India, Pakistan, Sri-Lanka and Bangladesh) from SAARC region. To meet the objective, time series data of "IMFInflation average consumer price annual percentage changes" is used. Data frequency is annual ranging from 1981 to 2016 with the objective to forecast the inflation for the next five years from 2017 to 2021. ARIMA (p,d,q) model is applied for the purpose of forecasting. ARIMA (2,0,2), ARIMA(2,0,2), ARIMA(1,0,0) and ARIMA(3,0,0) are taken as the best optimal models for India, Pakistan, Sri-Lanka and Bangladesh respectively. Results show that inflation of each country will have the increasing trend the next five years from 2017 to 2021, but will remain less than the average inflation rate in the previous years (1981 to 2016). Furthermore, forecast evaluation criteria claims that India's Inflation forecasting model is the best optimal forecasting as compared to other countries. Policy makers in the SAARC region are recommended to control inflation for smooth economic growth in the region. 38 -58)  -------------------------------------------------------------------------------------------------------------------------------------------- 
